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Notes  on Inf lat ion   

B y  L i n d s a y  P o l i t i  

H e a d  o f  I n f l a t i o n  S t r a t e g i e s  a t  O n e  R i v e r  A s s e t  M a n a g e m e n t  

 

Inf lat ion i s  Above Target  and Not Coming  Down.  
Despite the hand wringing every month, big picture, inflation, CPI, has been fairly stable for the last year 
at 4%. Core PCE is maybe a bit lower than that, closer to 3%. But 3% isn't 2%, 2% is the target, and the 
incoming data make it challenging to continue to say that we're moving to 2%. But the number I keep 
seeing pop up isn’t 2, 3, or 4. It's 5. Supercore inflation is approaching 5%, Atlanta Fed's Sticky Inflation is 
5%, and wages are around 5%. Really big picture, since the 1990s the story of US inflation has been: goods 
price inflation at virtually zero, which pulled down services inflation. Services inflation was 3.5% before 
the GFC, and 2.5% after the GFC. But it’s closer to 5% now. And it doesn't look like the 5% trend is going 
away. With goods prices already at zero, commodity prices increasing, and ISM manufacturing prices 
surging, will goods inflation stay around zero? I think the balance of the risks to inflation are probably 
more balanced than to the downside at this point and the trend we’re balancing around could be a lot 
higher than many people are assuming.  
 

 
Source: Bureau of Labor Statistics  
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You Should  be  Compensated for  R isk ;  Not  Pay  to  
Take  I t .  
Bond yields are higher but higher yields aren’t necessarily cheap. You only need to look at the yield curve 
to see this. When I see the inverted yield curve I wonder who is paying to take duration risk. I understand 
the appeal of shorter duration bonds and the return of investment income after more than a decade 
without it, but giving up yield to get more risk? I don’t get it. I can only guess that people are still buying 
long bonds as a positive carry hedge to their equity portfolios. With yields less than cash I'm not sure it's 
fair to call it positive carry anymore, but I digress. The rule of thumb that’s worked for most investors’ 
entire careers, careers defined by a multi-decade bond bull market and falling inflation, is that adding 
bonds diversify and hedge your equity portfolio. But bonds aren’t a hedge, they’re a diversifying 
investment, and therefore come with their own unique investment risks. Which is to say that bonds are 
only a hedge to your equities if you completely ignore inflation risk. Yes, bonds do well in a recession, 
protecting against growth risk in equities, but to diversify away some of your recession risk you’re doubling 
your inflation risk. And doing so at a time when inflation risk compensation, here measured by term 
premium, is still very low. With this economic backdrop, with inflation risk priced as low as it is, I wonder 
if the inflation risk lesson from 2022 was learned but not heeded. Have investors really reckoned with the 
role bonds serve in their portfolio or how expensive duration risk is relative to other ways of hedging 
equity downside risk? We may not know unless or until we see another upturn in inflation.   
 

 
Source: Bloomberg 



 4 O N E  R I V E R  A S S E T  M A N A G E M E N T ,  L L C     www.oneriveram.com 

Private and Confidential: Any unauthorized use, distribution, modification, forwarding, copying or disclosure is strictly pro hibited. 

 
Currency  R isk  i s  More  Re le vant  than CRE R isk  
On the podcast I was asked about the risks for the Fed and the bond market from commercial real estate 
and bank balance sheets. I don’t think those risks have gone away, but don’t think they’re the most 
immediate risk anymore. The more pressing risk from higher yields is in the currency markets not on bank 
balance sheets. The yield structure the US needs is diverging from the yield structure the rest of the world 
wants.  The strong dollar is having the effect of exporting US inflation to the rest of the world, an 
unwelcome development for many countries. The problem here is that the US economy is not particularly 
sensitive to its own currency, which is especially true now that so much energy is produced domestically. 
This is in stark contrast to the many other countries who have economies that are very sensitive to their 
currencies. The magnitude of the slowdown that the US experiences from a higher dollar is less than the 
impact of higher inflation other countries experience from a weaker currency. The Fed is a domestic 
central bank, but they are clearly mindful of the tail risks for the US that could circle back from impacts of 
their policies on the rest of the world. This all means that the hurdle to increase rates is quite high, and 3-
4% inflation doesn’t come close to clearing that hurdle.   

 

 

Podcast  L ink  

https://macrohive.com/hive-podcasts/ep-214-lindsay-politi-on-higher-

inflation-regime-recession-risks-and-debt-dynamics/ 

 

 

 
 

About  One R iver  Asset  Management  
 
Founded in 2013 by Eric Peters, One River Asset Management is an innovative investment manager 
dedicated to delivering high-conviction absolute-return strategies that help our clients build superior 
portfolios. We see the world in a period of major economic and political transition, with the investment 
landscape shifting in ways that will make the coming five years look profoundly different from the past 
five. Our strategies are built to profit from this dynamic environment while providing strong diversification 
benefits to traditional investment portfolios. Each is developed and managed in-house by our diverse 
team of investment professionals with deep expertise in thematic macro, digital assets, volatility, 
systematic, and inflation trading/investing. The strategies are delivered at sensible fees via commingled 
funds, and/or in bespoke combinations for large institutions via fund-of-one structures, managed 
accounts, swaps or UCITS compliant structures. 
  

https://macrohive.com/hive-podcasts/ep-214-lindsay-politi-on-higher-inflation-regime-recession-risks-and-debt-dynamics/
https://macrohive.com/hive-podcasts/ep-214-lindsay-politi-on-higher-inflation-regime-recession-risks-and-debt-dynamics/
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Disc la imer  and Disc losures  
Past performance is not necessarily indicative of future results.  
The information contained in this presentation is intended for use by 
accredited investors and qualified eligible clients. Futures, forward and 
options trading is speculative, involves substantial risk of loss and is not 
suitable for all investors. This information is not a solicitation for investment. 
Such investment is offered on the basis of information and representations 
made in the appropriate offering documentation.  To the extent that this 
presentation contradicts the offering documentation, the offering 
documentation will govern in all respects.  
 
The information and opinions contained in the material (the “Information”) 
includes various forms of performance analysis, security characteristics and 
securities pricing estimates for the securities addressed as well as credit 
reports relating to underlying securities. Please read and understand this 
entire statement before using this Information. The Information is illustrative 
and is not intended to predict actual results which may differ substantially 
from those reflected in the Information. Any performance analysis contained 
herein is based upon assumptions about future market values which may 
prove to be different from the assumptions. You should understand the 
assumptions and evaluate whether they are appropriate for your purposes. 
Results are based upon mathematical models that use inputs to calculate 
results. As with all models, results may vary significantly depending on the 
value of the inputs given. Inputs to these models include, but are not limited 
to, interest rate assumptions, collateral assumptions and default 
assumptions. Please contact the investor relations team for detailed 
explanations of any modeling techniques employed in the Information.  
 
The Information has been obtained from sources that we believe to be 
reliable. It is provided to assist interested parties in making a preliminary 
analysis of the Information and does not purport to be all-inclusive or to 
contain all of the information that a prospective investor may require to 
make a full analysis of the Information. We have not verified any of the 
Information and assume no responsibility for the accuracy or completeness 
thereof. The Information is for discussion purposes only and it does not 
constitute either an offer to sell or the solicitation of an offer to buy any 
security or other financial instrument. Any such offer or solicitation may only 
be made by means of offering documentation, which will be made available 

upon request. The Information does not purport to identify or suggest all of 
the risks (direct and indirect) that may be associated with any proposed 
investment. The Information is qualified in its entirety by the information to 
be contained in the offering documentation, which will supersede, in its 
entirety, the Information.  Please note that the Information is being provided 
to you because we believe (based on statements and other indications you 
have provided) that (i) you have sufficient knowledge, experience and 
professional advice to understand and to make your own independent 
evaluation of the merits, risks and suitability of making an investment of 
these types, (ii) you are not relying on ONE RIVER ASSET MANAGEMENT for 
information, advice or recommendations of any sort, except factual 
information, about the terms of any proposed investment, and (iii) you have 
sufficient financial wherewithal to accept the risks of the transaction. In 
connection with the transaction described ONE RIVER ASSET MANAGEMENT 
will be acting for their own accounts respectively and will not owe any 
fiduciary duties to you. ONE RIVER ASSET MANAGEMENT does not give any 
tax, accounting, legal or regulatory advice to you and you should satisfy 
yourself in this regard and ensure that you consult with appropriate advisors 
to assist in understanding the transactions contemplated by this document. 
Use of indices: Any indices and other financial benchmarks shown are 
provided for illustrative purposes only, are unmanaged, reflect reinvestment 
of income and dividends and do not reflect the impact of advisory fees. 
Investors cannot invest directly in an index. Comparisons to indexes have 
limitations because indexes have volatility and other material characteristics 
that may differ from the One River Funds.   
 
Eric Peters serves as the CEO/CIO of One River Asset Management as well as 
the CEO/CIO of Coinbase Asset Management, LLC (formerly One River Digital 
Asset Management, LLC), which are unaffiliated and independent investment 
advisory businesses. Conflicts of interest could potentially arise as a result of 
Eric Peters’ dual roles. However, we believe such risks are unlikely given the 
differences in the investment strategies and asset classes of One River Asset 
Management and Coinbase Asset Management. Additionally, Mr. Peters may 
not devote all of his time to either business as a result of his dual roles. 
However, we believe any such conflicts of interest would also be mitigated by 
the fact that One River Asset Management and Coinbase Asset Management 
have separate, dedicated investment teams.
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